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Key Economic Indicators 


U.S. $ millions, unless Source: Barco Central de U.S.$1.00=¢2.50 
otherwise stated Reserve except where indicated % Change 1974 % Rate of 
Cumulative Cumulative Growth Based on 
Item 1972 1973 1974 1974/1973 Cumulative 
INCOME, PRODUCTION 
GNP at Current Prices 2.138:8 1,295.3 NA 16(yr.est.) (c) 
Constant 1962 Prices 1,036.2 1,077.6 4(yr.est.)(c) 
Per Capita at Current Prices $ 296.66 326.33 0.6(yr.est) (c) 
Fixed Capital Investment as % Current GNP 15.4% 16.1% 
Indices: 1962 = 100 
Industrial Production(b) £21.49 246.4 
Male Hourly Wages, Industry in 
San Salvador (a) 8 139.9 
Electricity Consumption 8/74 (m/kwh) (b) ; 802.4 


MONEY AND PRICES 
Money Supply 6/74 
Public Debt 
External 
External Debt/Service Ratio 
Interest Rates(c):Central Bank Disc.7/74 
Commercial Prime 
Commercial Average 
Price Indices: 
Consumer San Salvador Worker 6/74(b) 
Wholesale, excluding coffee 5/74 


BALANCE OF PAYMENTS AND TRADE 
Balance of Payments 
Trade Balance 9/74 
Current Account +12. 
Basic Balance +15 
Net International Reserves 8/74 73% 
Exports FOB Total (7/74) 301 
US 43 
CACM (7/74) 93 
Imports CIF Total (7/74) 278 
US 76 
CACM (7/74) 74, 
CACM Trade Balance (7/74) +16. 
Unroasted Coffee Exports (7/74) 130. 


-35.4 
-15.8 

S207 
358.9 
118.9 
Jb epee 
371.0 
109.0 
92.4 
+20.8 
156.8 


KF ORF rE WONODDDA 


TRADE WITH U.S. (000's $)(b)(1974 Data NA) 
Exports: 1972 1973(b) Imports: 1972 1973 
Coffee 24,400 91,895 Foods 5,600 20,663 
Sugar 8,500 11,197 Non-Elect .Machineryl4, 200 13,290 
Cotton 2,700 350 Elect. Machinery 5,100 7,200 
Seafood 6,800 8,368 Transport 6,100 5,324 
Beef 4,300 4,453 Organic Chem. 4,100 6,392 
Fertilizers 4,700 54225 
(a)Consejo Nacional de Planificacion, Indicadores Econémicos y Sociales 
(b)Ministro de Economia, published and unpublished 
(c)Private Sources/Embassy Estimate 





SUMMARY 


Real economic growth of 5.1 percent in 1973 reflected strengths in agriculture 

and investment, but at the expense of 8.5 percent (GNP deflator) inflation and 

a mounting balance of payments deficit aggravated by inventory build-up. As the 
economy entered 1974 it was ill-prepared to absorb the shock wave of a qu *tum 
price rise for imported petroleum added to continuing high costs of other .. :es- 
sary primary and intermediate goods. By mid-1974 a downturn in the economy's 
growth occurred despite record private and public investment. A 62 percent growth 
in imports in the first five months reflected speculative inventory purchases of 
late 1973. Deferred 1974 exports of cotton and coffee, normally highest in the 
early months, caused a liquidity problem resolved by external borrowings and also 
explained much of a cumulative trade deficit of $81 million by September. Mone- 
tary policies seek to allocate resources to more productive areas, dampen non-es- 
sential imports, control credit and inflation and raise the cost of money nearer 
to real world levels. The effectiveness of these measures will be seen more in 
1975. Fiscal policy seeks to achieve public investment goals in order to minimize 
recessionary tendencies, respond to social needs and continue to build the infra- 
structure necessary for growth. Planned 1974 total investment is double that of 
1973. Construction will remain a strong activity in 1975, centered on a public 
housing boom. Industrial performance depends more on the as yet unknown resilience 
of the Central American Common Market than third country demand. External borrow- 
ings will cover a large balance of payments deficit in 1974 and 1975. Real growth 
in 1975 may occur but probably not more than two percent, as compared with an anti- 
cipated 4 percent in 1974. 


Despite monetary measures and import controls.El Salvador remains a good market for 
U-S- goods and services. The U.S. share of El Salvador's imports increased in 1973 and 
the price competitiveness of U.S. goods should take advantage of the high foreign 
component in the investment activity. In the private sector housing and textile in- 
dustrial plant investment are two strong growth areas. Bids should be called soon 

for internationally financed programs in health, education and road construction. 

The recently enacted export promotion law liberalizes fiscal benefits and creates 

the basis for free zones. The first zone is under construction and its first occu- 
pants will be U.S. firms. The welcome mat is out for foreign investors, especially 
those offering high employment. 





Current Economic Situation and Trends 


Background: Good economic performance in 1973 reflected improved agricultural 
growth, increased investment and credit expansion, but at the expense of infla- 


tion and a mounting balance of payments deficit. The Salvadoran economy, having 
posted 5.1 percent real GNP growth in 1973, was building up good steam to reach 


its Five Year Development Plan goals. But the bill for essential, imported commo- 
dities was not compensated by rising income from the traditional exports of coffee, 
cotton and sugar, and 1973 posted a record negative $35 million turnaround in the 
merchandise trade balance. A 25 percent expansion of credit to the private sector 
deliberately fed inventory speculation and the country entered 1974 with abnormally 
high stocks. The 34 percent increase in imports also reflected buoyant investments, 
up to 19 percent by the private sector and 21 percent by the Government. The agri- 
cultural sector, with 23.5 percent growth, provided the strongest impetus, but al- 
most all sectors posted double digit growth in current prices. Consumer expendi- 
tures increased by 12.3 percent which if accurate and adjusted for our estimated 
cost of living increase of 14 percent shows negative growth. A 21 percent growth 

in private sector bank deposits, with a slight movement towards less liquid de- 
posits, confirmed the absence of any inflation expectation mentality despite the 
locally unheard of 14 percent increase in cost of living and a GNP deflator of 8.5 
percent. Industrial demand was strong during the year but suffered some from short- 
ages in raw materials. Textiles, the country's largest secondary industry, achieved 
a record export value of $48 million. 


As the economy faced 1974 it was ill-prepared to absorb the shock wave of a four- 
fold (over 1972) cost increase for imported petroleum added to continuing high 
costs of raw materials vital to agriculture and industry. Efforts to improve em- 
ployment, health, housing and income distribution are being made with increased 
seriousness and resources but these will be diluted by the current economic adver- 
sities. Meanwhile the country, with per capita income fourth lowest in the hemis- 
phere and one of the fastest population growth rates, hopes for the impossible to 
overcome the short-term problems of inflation and excessive import bills. 


Despite record private and public investment real economic growth had turned downwardby 


mid-1974 and balance of payments difficulties will hamper a return to higher growth. 
With a generally high inventory position, prospects for high coffee and sugar prices 


and firm Central American Common Market (CACM) demand for manufactures, the hope for 
5-6 percent real growth appeared reasonable at the outset of 1974. A construction 
boom, reflecting plans and financing of earlier days, continued and maintained firm- 
ness in building supplies and construction labor. Coffee and cotton harvests were 
average and sugar offered a good bonus. Industrial expansion -- at least $30 million 
planned in textiles alone -- promised longer-term production gains and plans for free 
zones suggested the long-awaited penetration of third country markets. The 30 per- 
cent increase in the Central Government's budget was dwarfed by a better than 100 
percent increase in public sector investment, of which the over $100 million in phy- 
sical investment represented a 90 percent increase. Government policies seek to 
dampen imports and reallocate financed resources. Anti-inflation and balance of 
payments policies in the 1974 monetary budget resulted in credit discrimination and 
unanticipated dislocations in certain sectors, principally commerce. Central Re- 
serve Bank credit to commercial banks, having expanded by 52 percent in 1973, con- 
tracted by over 8 percent in the first eight months of 1974. However, an intended 
credit expansion of at least 20 percent had to give way to a large expansion else- 





where and by August credit to other private financial institutions (e.g. fi- 
Nancing coffee and cotton) and public autonomous institutions had growth over 

100 percent. Imports in early 1974 were stimulated by the hedge-buying in late 
1973 and grew over 62 percent in the first five months. A liberal categoriza- 
tion of imports as "non-essential" identifies less than 20 percent of the total 
as eligible for import curbing policies. Measures taken in February sought to 
dampen demand for vehicles and electrical appliances and air travel. In July 
stiffer measures were applied which required 100 percent deposit on "non-essen- 
tial" imports, raised Central Bank rediscount rates, established credit ceilings 
and even terminated some lines of commercial credit. Then in August ‘'temporary" 
taxes of from 10-30 percent were applied to luxury goods regardless of source. 
Given existing stocks any effects of these measures will be noticed late in 1974 
and in 1975. Credit ceilings and monetary growth restraints for 1974 (20-23 per- 
cent) aim at overall cooling of imports and discrimination in favor of productive 
activities. Whether human nature will respond as desired is uncertain. 


Although sugar's contribution has increased dramatically due to record prices, for 
the foreseeable future coffee will continue to be a major determinant of the Salva- 
doran economy with cotton a distant second. Marketing problems plagued coffee and 
cotton in 1974 and resulted in reduced and deferred export earnings. A coffee ex- 
port policy which speculated on high prices throughout 1974 limited exports to 
quarterly quotas and minimum export prices. By July, with no U.S. dock strike or 
Brazilian coffee freeze,prices fell to June 1972 levels around $50 cwt and found 

El Salvador holding roughly 40 percent of its 1973/74 harvest. El Salvador did 

not settle its dispute over the 1973/74 cotton futures with buyers until July.The 
extent to which these ‘deferred exports will result in real losses is not yet 
known, but they clearly affected liquidity and led to extensive external borrowings 
by both the private and public sector. 


The special circumstances of coffee and cotton exports and the unusual inventory 
building early in the year argue that the traditional seasonal import/exvort curves 
reversed this year, with seasonally high imports in early months and exports spread 
more evenly throughout the year. Thus the trade growth trends indicated in the 
indicators should be adjusted annually to more like 20 percent for exports and 26 
percent for imports. This would produce a merchandise deficit of about $75 million, 
which with a probable $30 million deficit on services and a net approximate posi- 
tive $12 on transfer payments, would produce a current account deficit in the area 
of $94 million, almost three times that of 1973. Long-term external borrowings 
should maintain net international reserves at a level around $60 million, about one 
month's coverage of imported goods and services. Compensatory external borrowings 
reflecting an anticipated deficit in the basic balance of $60 million, will cover 
the current account loss. Income from the deferred coffee and cotton exports 
should permit repayment of the Central Bank's short-term external borrowings. 


Inflationary winds are strong and show no immediate signs of weakening. Official 


measurements of price movements understated cost of living movements in 1973. But 
the direction is accurate and the official index' 21 percent increase in wholesale 
prices in 1973 is feeding what we expect to be a 20 percent increase in the cost 

of living in 1974 and a 12-13 percent GNP deflator. The extremely large increase 
in the wholesale price index in the first five months of 1974, at 37 percent, is 
expected to moderate to around 35 percent for the year. This still bodes a high 
inflation wash-through into 1975 when we expect cost of living to increase by 25 
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percent before moderating. Although the majority of El Salvador's inflation is 
imported, domestic causes were demand pull inflation which began in 1972 after 
30-40 percent losses in basic grains harvests due to a drought and large expan- 
sions of the money supply in 1972 and 1973, 19.3 and 20.0 percents. Production 

of grains generally has returned to normal levels but prices continue to increase, 
reflecting both demand and higher fertilizer costs. Increased food costs led to 
minimum wage adjustments (43-61 percent between July 1973 and August 1974) which 
have compensated to a large degree for the acquisitive loss due to inflation. A 
change is being noted in consumer purchasing patterns with increasing luxury spend- 
ing and inflation-expectation buying. 


The aggregate of Central Bank and fiscal measures reveals a strategy to contain in- 


flation, minimize the balance of payments crisis and maximize real growth. Until 
world demand recovers and inflation subsides economic policy will focus on the ex- 


ternal account. Having followed the import substitution road to economic develop- 
ment, the economy is generally precluded from curtailing non-essential imports since 
such would result in adverse employment effects. A low debt service ratio and to- 
tal public debt less than 14 percent of GDPrxve being exploited in a reliance on 
external borrowings to cover imports and feed investment. The Government is seeking 
to meet or exceed development plan goals for investment in order to compensate for 
recessionary tendencies and maximize growth. A majority of the government expen- 
ditures is in productive, as against corporate, areas, such as geothermal and hy- 
droelectric power projects, irrigation, and transportation facilities. 


Obviously there is a limit to which the economy can cover its balance of payments 
deficits and fuel investment by external borrowings. Although its credit rating 

is good, the economy lacks the diversification sought by lenders. As short-term 
assistance, a case can be made that the CACM's relatively high tariff will protect 
it somewhat from third country competition for its internal demand and thus make 

it less affected by the recessionary winds from the industrialized world. What 
then are the longer-term solutions? Beginning in 1975 new geothermal and hydro- 
electric capacity will come on stream and by 1977 should reduce the current 50 per- 
cent dependence on fossil-fuel electricity generation to peak needs, saving around 
$20 million a year in foreign exchange. A second source of relief is seen in in- 
cremental exports to third country markets (in spite of world recession) owing to 
large investments in recent years. These factors in total would not equal the re- 
lief provided by strong demand and good prices for the traditional agricultural ex- 
port crops, but apart from sugar the medium term is not bullish, Compared with 
1973/74 harvests, 1974/75 coffee production should increase slightly and cotton 
could be down 15-20 percent due to Hurricane Fifi. Given this situation the coun- 
try will increase its efforts to attract labor-intensive industry, overcome its 
increasing unemployment, provide foreign exchange and achieve economic diversifica- 
tion. 


In 1975 we see a continuation and possible increase of constraints on non-essen- 
tial imports and credit discrimination in favor of industrial investment and ex- 
port crops. The Central Government budget will be an austere one on the opera- 
tional side and as expansionary as financially possible on investments, with at 
least a repetition of the $160 million level programmed for 1974. Tax enforce- 
ment will increase but the rates will probably not change. Completion of the na- 
tional cadastre will establish a new base for land taxation. Export taxes may be 
applied to sugar in addition to coffee. It is risky to predict, but we believe 
real economic growth will be minimal, at most 2 percent, and depending on the lags 
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from external influences, recovery to recent growth levels is unlikely before 

mid-1976. Economic planners realize the economy has largely maximized growth 

from import substitution and that growth strategy must be through export. It 

is unfortunate the world commodity/inflation crisis coincides with attempts to 
shift investment and diversify exports and markets. 


Non-Economic Variables are Positive. Despite strong inflationary pressures on 

the workers' acquisitive power the labor scene has been quiet except for a con- 
struction workers' strike in mid-1974. The educational reform program is re- 
sulting in some increase in the quality of labor and bodes well for industrial 
development, and, coincidentally for longer-term socio/political challenges. Mun- 
icinal and legislative elections in early 1974 were accomplished without major 
incident and the Government retained a two-thirds control of the Legislative Assem- 
bly. An improved delivery of public sector programs to meet social needs in areas 
such as health, education and housing as well as in infrastructure areas points to 
relief for social inequalities and discontent. A recently enunciated Government 
population policy and program not only responds to one of the most critical issues 
but expresses political courage and confidence on the Government's part in a poli- 
cy area long considered sensitive. The general mood in the country is apprehen- 
sive because of the new phenomenon called inflation but basically trusts in Salva- 
doran initiative and aggressiveness to resolve these problems. 


Implications for the United States 


The situation and outlook just described reflect chiefly the results of external 
winds on a small, undiversified economy. To some extent the CACM is insulating 

the Salvadoran economy in that its relatively high tariff walls resist competitive 
penetration by non-CACM third countries, preserving existing demand for CACM prodyet 


Thus U.S. firms already operating within the CACM can take advantage of this fac- 
tor. The investment surge of the last two years will continue to feed a strong 
demand for imported equipment and the new productive capacities will stimulate 
additional raw and intermediate materials. Construction, stronger this year in 
commerce and industry, will see record future production in housing owing to stepped- 
up programs by three housing administrations. Infrastructure projects account for 
much of planned $100 million in public physical investment and along with addition- 
al private projects will continue to fuel economic activity and provide good oppor- 
tunities for U.S. exports of goods and services. Textile industry growth in the 
medium term should add at least $30 million in new plant and equipment. The colon, 
in firm ¢2.5 to the $1.00 relationship since 1934, shares international monetary 
relationships with the dollar. Thus Salvadoran competitiveness with Europe and 

Japan in some manufactures has improved. Likewise, U.S. goods are generally price 
competitive and this explains in part the increased U.S. share of market from 26.6 

to 29.4 percent in 1973. It remains our impression that U.S. manufacturers have 

not yet fully appreciated the improved competitiveness and the opportunity to re- 
gain, in many cases, markets lost during the years of dollar overvaluation. 


The mix of principal goods exported to El Salvador changed little in 1973; the 

six product categories listed in our indicators represented 52 and 53 percent in 
1972 and 1973 respectively. The increase in food imports from the U.S., accounting 
for half the year's increase, is explained by abnormal imports of corn and higher 
priced wheat. Long delivery times may explain the decrease in imports of trans- 
port and non-electrical equipment. Price, not volume, account for increases in 
U.S. exports of chemicals and fertilizers and although fertilizer application has 
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been cut due to costs it is still a seller's market due to short supply. 
Salvadoran 1973 exports to the U.S., on the other hand, provided the first 
bilateral surplus in years, but solely due to an unusual, almost threefold 
increase in coffee exports. While there are no data available on 1974 bi- 
lateral trade, intuitively we believe U.S. exports are posting a good in- 
crease. As indicated earlier, the apparent trade curve shifts may result 
temporarily in less demand for U.S. goods due to abnormally high inventories 
as the economy turns toward 1975. 


U.S. export efforts continue to be hampered by uncompetitive export financing, 
either due to a drying up of consumer credits or uncompetitive terms by offi- 
cial lending. Many Salvadorans correspond in English but product servicing 

as well as promotion in Spanish should always pay off. Personal visits to this 
market are encouraged: the Embassy will assist in all ways possible. Promo- 
tional efforts at the VI International Fair of El Salvador in November 1974 
dramatize U.S. efforts in this market and U.S. businesses desiring to participate 
in the 1976 Fair would do well to begin planning early. Participation in 1974 
was by private initiative, involving the local American Chamber of Commerce and 
the Embassy. The Embassy has fed a large quantity of trade opportunities into 
the U.S. Department of Commerce's TOPS service with a good response. Addition- 
ally, the numerous major projects, mostly public, are advertised in a timely 
manner through Commerce. A.I.D. financed projects providing potential for U.S. 
goods and services are announced in the A.I.D. bulletin, A.I.D. Financial Export 
Opportunities and Commerce Business Daily. 


Large infrastructure projects reported in previous reports are underway and awards 
of contracts to some U.S. firms have been and will continue to be reflected in 

U.S. export data. Bids for work involved in expansions of the Cerron Grande and 
the geothermal projects should again attract U.S. firms. The new airport, ''Cuscat- 
lan", to be located on the coast near Comalapa, is to cost some $35 million and be- 
gin construction early 1975. Although the roughly 50 percent Japanese financing 
locks up much of the project's expenditures the civil works and some other as- 
pects should be open to competitive bidding. Bids are also in prospect for an 
access road from San Salvador to "Cuscatlan", costing some $20 million. Addition- 
al public investment projects include a long-term telecommunications expansion and 
numerous road construction projects. 


Three major areas in the corporate economy will receive stepped-up investments 

in the remainder of the 1970's: housing, health and education. Housing produc- 
tion, which averaged 2600 units per annum in recent years, will increase due to 

a $15.5 million project (8000 units plus community service centers) of the Funda- 
cidn Salvadorefa de Desarrollo y Vivienda Minima ($8.5 million from IDA and IBRD). 
The Social Security Institute's new Social Housing Fund will begin disbursing 
against its resources fed by a 5.5 percent payroll tax, and the Government's own 
housing authority, IVU, is stepping up its program. While the external cost com- 
ponent in most of these projects is low the magnitude should appeal to suppliers 
of housing-related tools and components not produced in the CACM. The IDB re- 
cently signed a $15 million loan towards an $18.8 million health program to in- 
clude a large regional hospital in San Miguel, 11 centers, 37 units and 55 posts. 
A lot of the equipment and services involved in this program will be imported. In 
education we will see another school construction boom, owing to a $20 million 
program ($17 million IBRD) just developed. 
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Additional information on the foregoing potentials for exports are available 
through the Department of Commerce. The potential for engineering services 

in the anticipated, large road construction activity would justify personal 

visits to El Salvador; likewise in the case of exporters of hospital/health 

equipment. 


Investment Setting Improves. In October 1974, El Salvador's new export promo- 
tion law took effect. It supplements the 1970 legislation in the area of fis- 
cal incentives, providing for up to 12 years benefits and export financing and 
insurance, The newly created Institute of Foreign Commerce wiil operate the 
free zones and provide marketing services. The first free zone, on 133 acres 
adjacent to Ilopango Airport, is under construction with several contracted U.S. 
firms scheduled for occupancy early in 1975. 


The country's adequate infrastructure, financial, communications and transport 
facilities, and short-term prospects for relatively inexpensive geothermal and 
hydroelectric power together complement well the country's chief comparative 
advantage -- its industrious, trainable and low cost labor. Provisions in the 
export law provide incentives both to firms whose market is outside the CACM as 
well as within. There are indications of serious intentions by European and Asian 
firms to invest here, principally because of rising labor costs in their countries. 


The present administration is committed to attracting foreign investment which 

complements national dadvantages and objectives, especially investments in labor- 
intensive areas. U.S. firms recently located here compliment the government for 
its cooperativeness and the good work ethic of the employees. Government atti- 


tudes, laws and facilities are more favorable than before to investment, a devel- 
opment which reflects a priority commitment to increased employment and export 
diversification. 





this little booklet - 

can change the lives 

of thousands of _ 
American Indians 
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if it gets into the right hands 


This booklet locates forty Indian industrial parks on reservations from New York to Florida to the 
Pacific Northwest, and outlines the business advantages to locating a plant or offices on any one of 
them. 


Favorable lease terms, significant tax benefits, easy access to markets, abundant natural resources, 
complete planning assistance—and a rich source of willing and able employees are waiting. 


It’s an opportunity to make a most profitable business investment—and change the lives of thousands 
of American Indians. 


But nothing much will happen unless we get this booklet into the right hands. 
Are they your hands, or those of someone you know? 


I’m interested. Send your booklet “Indian Industrial Parks” to me, today. 


Name __ : Title 
Address 
reece a ode 





—_—__—_ +412 
and send a copy to someone | know, today. 

Name - 
Address 
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Office of Public Affairs, Economic Development Administration, Room 7019, U.S. DEPARTMENT OF COM- 
MERCE, Washington, D.C. 20230. ot & 


ee ee ee es ee ee ee ee ee ee ee eS 





CURRENT 
INDUSTRIAL REPORTS 


Keep up-to-date with Bureau of the 
Census data covering over 5,000 
products representing 40% of all 
manufacturing in the United States! 


The Bureau of the Census issues a 


continuing series of more than 100 
monthly, quarterly, and annual reports 
on industrial production...inventories... 
and orders. Broad categories listed 
in the Current Industrial Series include: 


All Manufacturing Industries 
Manufacturers’ Shipments, Inven 
tories, and Orders 
Manufacturers’ Export Sales and 
Orders 
Shipments of Defense -Oriented 
Industries 


Processed Foods 

Textile Mill Products 

Apparel and Leather 

Lumber, Furniture, and Paper Products 
Chemicals, Rubber, and Plastics 
Stone, Clay, and Glass Products 
Primary Metals 

Intermediate Metal Products 
Machinery and Equipment 


For further information on all reports 
included in these categories, frequency of 
reports, subscription prices, and a 
publications order form, free of charge, 
write to the Subscriber Services Section 
(Publications), Social and Economic Sta- 
tistics Administration, Washington, D.C. 
20233 

U.S. DEPARTMENT OF COMMERCE 


Social and Economic Statistics Administration BUREAU OF THE CENSUS 
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